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MISSION: The Minerals Management Service manages the minerals resources on the
Outer Continental Shelf and Federal and Indian minerals revenues to enhance public and
trust benefits, promote responsible use and realize fair value.

Of the $690,659,798 collected from Federal onshore leases for FY 2002, MMS
distributed $22.8 million to the State of Montana.

MMS also collected $3,050,103 from American Indian leases located within the State of
Montana and disbursed that amount to the Bureau of Indian Affairs to be distributed

to the applicable Indian owners. (Major Indian Tribes receiving mineral revenues for
properties within the State include: Blackfeet, Chippewa-Cree, Crow, and Assiniboine
Sioux.)

From 1968 through FY 2002 the following monies have been distributed to the State of
Montana from Federal Outer Continental Shelf (OCS) funds approximately:

e $34.0 million for Land and Water Conservation Fund State Grants
e $84.4 million for Land and Water Conservation Fund Federal Acquisitions
e $10.8 million for Historic Preservation Fund Grants

MMS programs provide major economic and energy benefits to the Nation, taxpayers, States,
and the Indian community. For example—

The State of Montana has 3,563,225 acres of Federal and American Indian lands which include
926,929 acres with 1,775 producing leases. The remaining 2,636,296 acres account for 2,774
non-producing leases.

The State of Montana derives production royalties from coal, gas, gas lost, gas plant products,
oil, and sulfur.

The Minerals Management Service (MMS) collects royalties, rents, bonuses and other forms of
revenue from Federal and Indian leases in Montana and disburses approximately 50 percent of
those revenues to the State.




|| I. Ongoing MMS Relationships with the State of Montana ”

Cooperative Efforts with the State

The State of Montana’s Department of Revenue has a cooperative audit agreement with MMS
under Section 205 of the Federal Oil and Gas Royalty Management Act of 1982 (FOGRMA) to
audit Federal oil and gas leases located in the State of Montana. As provided for in the 1992
Appropriations bill, that agreement also allows Montana to audit Federal solid mineral leases
within the State.

Funding for the 205 agreement with Montana in FY 2003 is $272,940 covering 5 auditors and
support staff.

The only delegated function that Montana has assumed under the Royalty Simplification and
Fairness Act of 1996 (RFSA) is audit.

Montana was actively involved in MMS’s compliance reengineering effort. The State
contributed to the initial design and development of the new compliance process and in capturing
information and knowledge to share throughout MMS.

Montana was actively involved in MMS’s compliance reengineering effort. The State
contributed to the initial design and development of the new compliance process and in capturing
information and knowledge to share throughout MMS.

The Department has established an Intergovernmental Personnel Act (IPA) Program which
provides hands-on opportunities to tribes to gain knowledge and experience in royalty auditing
and compliance processes. This program enables the tribes to eventually conduct their own
cooperative agreements. Currently, the Department has established an IPA Program with the
Chippewa-Cree Tribe in Montana.

|| I1.  Major Issues of Interest to the State of Montana ||

Federal Oil Valuation Regulation: MMS published the final version of the new rule in the
Federal Register on March 15, 2000. It took effect June 1, 2000. However, in March 2003,
MMS held a series of public workshops to discuss issues regarding the existing regulations for
valuing crude oil produced from Federal leases. The Federal oil valuation rule is working well
and accomplishes its objective of ensuring a fair return on Federal properties. However, MMS
continually evaluates the effectiveness and efficiency of its regulations. MMS’s experience with
the 2000 Federal oil valuation rule, 5 years of experience with taking royalties in kind, and
information learned during litigation of valuation rules has led MMS to identify specific
technical issues that warrant additional discussion. These issues focus on which published
market prices are most appropriate for valuing oil and what transportation deductions should be




allowed. MMS is currently reviewing all public comments received.

Indian Oil Valuation Regulation: In 1997, MMS initiated a rulemaking for valuing oil
produced from Indian leases reflecting MMS’ ongoing trust responsibilities with the Indian
tribes. The purpose of the proposed rulemaking was to ensure that Indian lessors receive
maximum revenues from crude oil production off Indian lands as well as receive timely royalty
payments at the time royalties are due.

MMS published the initial proposed rule on February 12, 1998, with a supplementary proposed
rule issued on January 5, 2000. The supplementary proposed rule modified the comparative
value to the average of the daily high spot prices for deliveries in the production month. The
rule was drafted and was under Departmental review and postponed. On February 12, 2003,
MMS reopened the comment period on the proposed rule for valuing crude oil produced from
Indian lands at the same time it announced workshops on the Federal Oil Valuation Rule to
discuss technical revisions. The comment period closed on April 12, 2003, and the Department
is currently reviewing public comments.

MMS Biannual Joan Killgore Award Honoring Tribal Members Working With MMS: In
2002, the Minerals Management Service presented its first annual Joan Killgore Award which
recognizes individuals from Indian tribes who have made a significant contribution toward both
improvement of a tribe’s ability to manage its own minerals revenue program, as well as self-
governance. MMS will present this award every two years to individuals who make an
outstanding contribution to the tribes.

The MMS Joan Killgore Award is named for a highly-motivated and dedicated MMS employee,
who long served as the agency’s principal point of contact for Indian royalty management issues.

Natural Gas Regulation: On April 10, 2003, MMS announced it will be holding four
workshops to discuss issues regarding the existing regulations for valuing natural gas produced
from Federal leases. The purpose of the Federal natural gas valuation rule is to ensure that the
public receives a fair return on federal resources. MMS continues to evaluate the effectiveness
and efficiency of its regulations. While the Federal gas valuation rule generally is accomplishing
its objective, that rule is now 15 years old. With the changes having taken place in the natural
gas market over the past 15 years, past experience with the 2000 Indian gas valuation rule, and 5
years of experience with taking royalties in kind, MMS has identified possible changes to the
existing rule.

Indian Gas Valuation Regulation: On August 10, 1999, MMS published a final Indian Gas
Valuation Rule which became effective January 1, 2000. The new gas rule made several
significant changes to valuation methods. This rule made valuation of Indian gas more efficient
for companies and MMS and at the same time fulfilled MMS’ trust responsibility to the Indian
community.

MRM contributes to the Department’s ability to provide accurate and timely information and
revenues to Trust beneficiaries. Enforcement of the Indian gas rule and completion of major
portion and index valuation compliance work for the year 2000 resulted in the collection of more




than $1.4 million.

For Information on the Minerals Management Service
Contact MMS Office of Congressional Affairs by phone at 202-208-3502

or write Main Interfor Building, Mail Stop 4230, 1849 C. Street N.W, 20240




